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1. Introduction  
The most recent developments in economy are a clear indicator 
of many changes, which are a result of this high rate pacing, 
which also demonstrates as such. Market economy processes 
occur as a result of intertwining of many potential technological 
and human factors, thereby creating a system of numerous 
divergences and turbulences. Economics, a social science, is 
characterised with movements from a system to another system, 
and is harmonized with elements or components which have 
impacted the development and application of economic policies as 
a result. This example can be illustrated with the passing from a 
commanded system (centralized) to a self-governing (decentrali-
zed) system, while the movement from a system to another is 
known as transition. Such transition in its own nature bears a 
number of problems of almost any kind (political, economic, 
social, etc.), and is characterised with differences from a country 
to another. 
Financial crisis is a phenomenon consisting of a perception of 
economic policies and creation of an economic and financial 
stability in regional and global structures. From this, one may 
assume that each system has its own changes in its nature, and as 
a result of these changes, we have the crisis of such a system. Even 
in the economic field, if we look closely, we have such a problem, 
where development trends both in human and technological 
fields have created a large gap between older times and today, 
thereby creating dynamics with a high intensity of action. If we 
dwell on the problem, and enter into the financial world, we can 
see that the so-called industrialized countries have made giant 
leaps in development, while countries in transition have stalled in 
many fields, as a result of a high rate of corruption and 
unemployment in these countries, and obviously these indicators 
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these countries. 
Corruption is an element, which directly and indirectly influences the 
process of attracting foreign investment, and further influencing the growth of 
unemployment, and in turn expanding the financial crisis, where finances are 
already fragile.  
In the following sections, we will elaborate on the financial crisis in a global 
aspect, the impacts of this crisis in economic development, and the role of stock 
exchange in finance, thereby creating a multi-dimensional horizon of the 
problem. 
1. What is a financial crisis? 
The term financial crisis is used to describe a wide series of situations in 
which several financial institutions or instruments lose a large part of their 
value in an immediate manner1. Many economists have suggested their 
theories on how financial crisis occur and develop, what are their causes and 
effects, and the ways to prevent them. Still, scholars have yet to reach a 
consensus on these issue, while financial crisis will continue to be a common 
phenomenon of the world economy.  
2. A historical background 
Undoubtedly, in the last two years, the American crisis had taken the 
headlines of papers, journals, news editions, etc. The conviction which was 
vivid only until several months ago that the American economy is the most 
stable one, and it cannot be subject to a crisis, a conviction which, amongst 
others, sources from the lack of serious crisis since 1929, has left the room for 
the concern that this crisis might be the mother of all: a global economic crisis. 
On the other hand, not all know about American economy. Even those who 
know about it, were surprised by the most recent crisis. 
2.2 1929 Crisis 
Economics recognizes the stages of economic stalling and those called an 
economic expansion. All economies undergo their stages of ups and downs. 
Nevertheless, crisis are rarer, and they discover deficiencies of the economic or 
financial system of a country. The largest crisis in the American history was 
recorded in 1929, and it was termed the “Great Depression”. In that period, the 
value of total shares in the New-York Stock Exchange fell from 80 to 50 Billion 
Dollars within several hours. From September 1929 and until June 1932, the 
market declined with 85 %, which means that a share worth 1000 Dollars in a 
                                               
1 Prof. Dr. G.Luboteni, “Corporate Finance” (Financat e korporatave), 2007 Prishtina, pg. 11 
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share market peak was only worth 150 Dollars in the lowest point of the market 
recorded in 19322. 
 
In 1933, when the crisis approached to an end, the Dow Jones Index marked 
a level identical to 1900. The peak was recorded on 29 October 1929, when the 
New York Stock Exchange recorded what was called the “Black Tuesday”, 
when the stocks fell, thereby marking the beginning of an unprecedented crisis 
in the New World. The market fall is nothing more than an immediate fall of 
share values, which means also a loss of savings or all investment in the stock 
market. The falling of the NYSE took around a month, only to restore to the 
pre-crisis period, while it took NYSE years to recover. The Great Depression is 
also remembered for a massive unemployment rate it brought. For 10 years, 
since 1931 and until 1940, the unemployment rate recorded an average of 
18,8%, fluctuating from a lower margin of 14,3 % in 1937 to the highest peak of 











                                               
2 R.Dornbush & S.Fisher, “Macro-Economics (Makroekonomia), Publishing House “Dituria 
2000”, 2003 Tirana, pg. 414 
3 Ibid 
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For further information, the highest unemployment rate after the II World 
War, marked in 1982, was 11%4. The reasons of the economic crisis in the 30-ies 
are numerous, but the main one remains the sinking of American 
manufacturers in debts. Many industrialists borrowed money for purchasing 
machinery, many farmers bought tractors, and there was truly an economic 
boom in the 20-ies. But all this production, the increase of prices, the decline of 
purchasing demand associated with the export declines, rendered the 
manufacturers unable to repay the loans, therefore the economic collapse 
begun. This made the money stocks declining with around 4% from 1929 until 
1930, and then in 1931 and 1932, it continued to decline rapidly, while the 
economic decline continued until April 19335. The falling money stack caused 
an extensive series of bankruptcy of banks. Banks went bankrupt because they 
did not have the reserves to cover for the cash withdrawals from clients, and by 
bankruptcy, they destroyed the deposits, and as a result, they lowered further 
the money stocks6. One must underline that the US of that time had embraced 
the concept of “laisser-faire”, which means that the state would not intervene in 
economy. 
The exit from the crisis of the 30-ies was made possible by something called 
the “New Deal”7. One must say that this program aimed for an exit strategy 
from the crisis and economic stability. The Roosevelt Administration 
reorganized FED, while a Federal Deposit Insurance Corporation (FDIC) was 
established. Amongst other goals, the New Deal had set about reforming the 
banking system, generating new jobs, a new economic strategy for the industry, 
                                               
4 R.Dornbush & S.Fisher, “Macro-Economics (Makroekonomia), Publishing House “Dituria 
2000”, 2003 Tirana, pg. 414 
5 Ibid, pg. 415 
6 Ibid, pg. 416 
7 R. Dornbush & S.Fisher, “Macro-Economics (Makroekonomia), Publishing House “Dituria 
2000”, 2003 Tirana, pg. 417 
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support for agriculture, etc. Thanks to this program, America was able to enter 
the Second World War as an economic power, and prevail as a victor, and 
become what we know today, the single world’s superpower.8 Although in 
1930, America was not yet recognized as an economic power, or at least it was 
not what we know it to be today, the impact of the American crisis was felt 
globally.  
To avoid crisis like the Great Depression, with an initiative of the United 
States of America, after the Second World War, institutions were created, such 
as the World Bank, the International Monetary Fund, etc9. 
 
2.3 Crisis of 2008 
It would take a more specialized analysis to elaborate the details of the most 
recent crisis of the American economy. Nevertheless, the crisis that was 
recorded initially in the real estate sector (construction, real estate transfers) is 
rooted in the financial system and the manner of financing of the American 
economy. The American economy is the only economy, which uses the stock 
exchange as a key source. Unbalanced as it is, financing by the stock exchange 
has its own flaws.  
 
3. How did the financial crisis begin? 
The most recent crisis is being used as an excuse to embark in a global 
campaign against market economy and free entrepreneurship, and as a motif to 
justify a greater state intervention in the economy. The free market is now 
considered as the main cause of this crisis, while in fact, the main cause was the 
state intervention. The state intervention in the US was undertaken in two 
forms10. 
• The first form was through Federal Reserves, which lowered the interest 
rate from 6.5% to 1% in January 2001. It kept this level until June 2004, 
thereby stimulating a massive borrowing wave.11 
• The second form was the instrumentalization of two government 





3.1 The reasons behind the crisis 
Studies by “American Enterprise Institute” or “Cato Institute” have shown 
that since 1992, the US Congress had been pushing these two companies 
                                               
8 Ibid, pg. 418 
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(Fannie Mae and Freddie Mac) to concentrate on low and middle-income 
borrowers. In 1996, it was demanded that these borrowers make for 42% of the 
volume of loans insured, while this rate was increased to 50% in 2000 and to 
52% in 2005.13 These two companies had cultivated a rather suspicious relation 
with the government, ensuring double benefit, on one side there were 
numerous sponsorships these companies provided to various politicians, while 
on the other hand, there was another impact consisting of increased satisfaction 
in voters, by increasing the number of people buying houses on loans. The 
latter is a tactic called “third way”, since it is a typical social policy of shelter, 
by regulation, guidance or orientation of private operators in the market. 
Hence, not a centrally controlled public property as promoted by classical 
socialism, but a social policy by controlling private companies. In return, 
politicians closed their eyes before the multi-billion scandals of Fannie Mae and 
Freddie Mac, they allowed them to have capital assets of up to 2%, while the 
banks were required to have around 8%, and they offered legal facilities to 
them, such as for example, the removal of taxes on loan interest14. This political 
support even had created the impression that if anything would take the worst 
scenario, the state would jump to rescue Fannie Mae and Freddie Mac, which 
encouraged even more the refractory loaning practices. 
The rules of Western systems allow the amount of loans issued to the market 
by a bank to be 10 times larger than obligatory reserves deposited in the central 
bank. For some specific assets, reserves required may be lowered to zero15. 
In the concrete case, larger companies such as Fannie Mae, Freddie Mac, and 
some others like Lehman Brothers and Bear Stearns, in their accounting 
statements, held assets of up to 30 times more than their base investment value 
("equity"). The other part of asset purchase was covered in rotating loans, 
termed "commercial paper", which they trade in the Wall Street or by 
borrowing from the Government (FED), thereby creating balance sheet 
leverage. 
In an ideal flow of the system, for example, Lehman Brothers would obtain 
short-term unbounded loans, for example every day, every week, in a lower 
interest rate, and in the meantime, it would fund complex long-term borrowing 
products, built upon contracts for house purchases (mortgages) in a higher 
interest rate, thereby ensuring a consistent profit16. 
The concentration of a very large amount of funds on the estate market, due 
to the expansion of borrowing and influence of Fannie Mae, Freddie Mac et al, 
brought to an artificial and speculative increase of prices of American houses, 
which doubled in their price only during the period between 1997-2005. 





Global financial crisis 
_____________________________ 
Iliria International Review – 2011/1 
© Felix–Verlag, Holzkirchen, Germany and Iliria College, Pristina, Kosovo 
69 
Below, we will provide the price fluctuations in real estate in the USA 
during the period of 1963-2009 (Source: http://www.census.gov/const/ 
uspriceann.pdf) 
 
3.1 What are the dimensions of the financial crisis? 
The basic financial instrument, by means of which the financial market grew 
uncontrollably and zealously, is the financial derivates17. Using these 
innovative products, American banks “repackaged” bad mortgage loans, which 
were given a first class credit rating (hence a speculative rating), which they 
resold to European investors18. Thus, the market of financial derivates is the 
key segment of the growth of the global financial baloon. 
According to estimates, the value of valid contracts in this field by the end of 
2007 had reached the exceptional figure of 600 Trillion Dollars, which is a value 
11 times larger than the value of world production. 10 years earlier, the value of 
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3.2 How was the crisis managed? 
Instead of taking the responsibility for the crisis, and withdraw from the 
market, the USA and other countries did the opposite, and they only dived 
further in the market economy, thereby transferring hundreds of billions of 
taxpayers’ money. Governments would have to allow the market to do its own 
job, by resettling resources from non-productive or inefficient sectors, like the 
part of the banking sector that dealt with the real estate loans, to more 
productive sectors. Therefore, the market should have been given a change to 
normalize relations between savings, borrowing and productivity. Instead of 
allowing the healthy shearing the market would have undertaken on the rotten 
branches of economy, governments are only extending (and not cutting) rotten 
branches’ lives20. 
Central Banks have orchestrated several joint operations, by injecting 
billions of dollars, Euros, pounds and yen in the global financial system since 
the beginning of financial trouble. Only in the last week of September 2008, 250 
Billion dollars had entered banking systems. Regulatory authorities of financial 
markets, SEC in the USA, and FSA in the Great Britain, have prohibited short 
selling of shares of hundreds of companies, mainly banking and financial 
companies, hoping that would reduce the decline of stocks. Short selling is a 
sale of shares of a company by borrowing shares from the banks which keep 
these shares on behalf of shareholders. If the price of shares falls, the persons 
involved in short selling get a profit. 
Nevertheless, the largest intervention occurred in the last week of September 
2008, when the administration of former President George W. Bush gave an 
absolute authority to the Treasury Department to purchase up to 700 Billions of 
Dollars in assets and mortgages left to the “hands” of banks. This Government 
provided saving guarantee for the Wall Street will raise the ceiling of the 
national American debt to 11.3 Trillion Dollars, thereby reducing the potentials 
for (macro)economic manoeuvres of the Government. The deficit of the 
Government for 2009 was planned to get to the amount of 500 Billions, but with 
this project, that amount will go beyond a trillion. This capital expenditure of 
700 Billion Dollars, explained in simple terms, will be close to the cost of 
occupation of Iraq from the beginning of the war, and it will cost around 2000 
Dollars per each American21. 
4 Stock Exchanges 
The stock exchange is, first and foremost, attended by persons which are 
persistently attentive of their business and are well-familiarized with their 
details; though, those with a deeper knowledge on political economics are less 
in number, and as a result, they pay less attention to finance as a subject of 
                                               
20 www.bqk-kos.org 
21 http://en.wikipedia.org/wiki/Financial_crisis_of_2007%E2%80%932010 
Msc. J. QARKAXHIJA, Msc. L. HASHANI 
_____________________________ 
Iliria International Review – 2011/1 
© Felix–Verlag, Holzkirchen, Germany and Iliria College, Pristina, Kosovo 
72 
science. They only take account of immediate effects of past (random) events, 
rather than their deeper consequences22. 
The most known stock exchanges are the American stock exchanges (NYSE, 
AMEX), London (LSE), Tokyo (TSE), Frankfurt (FSE), Hong Kong (HKSE),etc. 
 
2.1. New York Stock Exchange-NYSE 
The New York Stock Exchange is the most famous and the largest stock 
market in the world, expressed in market capitalization (total value of shares in 
the market, which derives from common shares issued, multiplied by current 
share price)23. 
Membership in a stock exchange is beneficial, because it allows for trading 
privileges, but these advantages are covered by some compensation one has to 
pay for membership fees. To be a member of the NYSE, some financial and 
personal criteria are to be satisfied, as set forth by the stock market, such as the 
following: net minimum assets, profits, capitalization and number of shares in 
public ownership. 
 
2.1.1. Dow Jones Industrial Average 
Is the best known and the oldest New York Stock Index, which bears the 
name of its ideator. This index is known by its abbreviation DJIA (Dow Jones 
Industrial Average). For the first time, it took account of shares of 12 industrial 
companies. In 1928, this index was expanded to include shares of 30 most 
important companies of the NYSE. These companies are selected by the “The 
Wall Street Journal”. 















                                               
22 Dr. S. Merovci, “Markets and Financial Instruments” (Tregjet dhe instrumentet financiare), 
published by the University of Prishtina, 2004 Prishtina, pg. 226 
23 Dr. S. Merovci, “Markets and Financial Instruments” (Tregjet dhe instrumentet financiare), 
published by the University of Prishtina, 2004 Prishtina, pg. 228 
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On 11/13/2009, this index was 10270.47 Million $, or 73 Million $ (0.72%) 
more than the previous day24. 
Graphically, this index is presented below. 
 
                                               
24 www.wsj.com 
Source: www.wsj.com 
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2.2. The London stock Exchange-LSE 
The London Stock exchange undergoes continuous reform, while the last 
reform it went under in 1986 with the Big Bang, which went beyond some of the 
most traditional settings25. 
The difference between the London LSE and the NYSE stands in the use of 
the account period. The market year in London is divided in series of accounts, 
which are normally 10 working days, ending on Mondays. Shares bought 
during an account will not be paid until the end of the accounting period, the 
account day which is usually the second Monday after the last day of 
agreement signed on sale of shares26. 
 
FTSE 100 Index 






















                                               
25 Dr. S. Merovci, “Markets and Financial Instruments” (Tregjet dhe instrumentet financiare), 
published by the University of Prishtina, 2004 Prishtina, pg. 239 
26 Ibid. pg. 241 
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2.3. The Tokyo Stock Exchange 
The Tokyo Stock Exchange, due to a rapid development and large 
investment by Japanese corporations, has raised itself to be one of the most 
important stock exchange markets in the world. Today, several hundreds of 
millions of shares are traded between Japanese and foreign investors. Since the 
World War II, the Tokyo SE has operated as a private company, as a non-
profitable organization, according to the Law on Stocks and Bonds, while being 
monitored by the Ministry of Finance.27 
While shares in the UK and USA have different nominal values, in Japan, 
almost all shares have a nominal value of 50 Yen (half a dollar)28. 
For the TSE, the index “Nikkei Stock Average” is calculated and published 
to provide for price movements of 225 shares quoted in this stock market. This 
index was issued for the first time in May 1946, by the economic paper “Nikon 
Keizai Shimbun”29. 
                                               
27 Dr. S. Merovci, “Markets and Financial Instruments” (Tregjet dhe instrumentet financiare), 
published by the University of Prishtina, 2004 Prishtina, pg. 238 
28 Ibid, pg. 239 
29 Prof. Dr. A.Pano & E.Gjoni, “Financial Markets” (Tregjet financiare), Publishing House Albin, 
2007, Tirana, pg. 269 
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2.4. Frankfurt Stock Exchange 
Is the most important national stock market in Germany, and amidst the 
most important stock markets in Europe and the World. This market is called 
the Deutche Borse30. 
For the Frankfurt Stock Exchange, the index DAX (Deutche Aktieinddex) is 
calculated, providing for the movements of prices of 30 best and most 
important shares of this market31. 
 
                                               
30 Prof. Dr. A.Pano & E.Gjoni, “Financial Markets” (Tregjet financiare), Publishing House Albin, 
2007, Tirana, pg. 259 
31 Ibid., pg. 269 
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3. Why did the crisis expand to other countries? 
As a result of a high rate of integration of financial systems of the world, the 
financial crisis was quick to expand to other countries.32 
Furthermore, inter-banking financing in longer terms almost ceased to exist. 
As a result, a large number of banks found themselves in dire financial 
difficulty, thereby quaking the general confidence on the markets. Within a 
short period, problems in the financial sector began reflecting in the real 
economic sector. This happened mainly due to the constringency of business 
and household loans, by causing a stalling of economic activity, and creating 
high rates of uncertainty in capital markets. 
The economic stalling in the USA brought lower rates of imports from the 
emerging world, which had a dire impact on their economies33. Also, this 
stalling also influenced unemployment, lower rates of sales and purchase, 
damaged consumer confidence, which ultimately brought a lower rate of 
expenditure in wider markets and a direct pressure on the value of real estate 
assets. 
 
                                               
32 http://www.federalreserve.gov/newsevents/speech/bernanke20070517a.htm 
33 Ibid 
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3.1. Consequences of the crisis 
The recession that hit developed countries was characterised with a decline 
of 12% in industrial production, the largest decline of the last 18 years, which 
was associated with a considerable growth of unemployment rates. For 
example, the USA recorded the highest increase of the unemployment rate in 25 
years, with 5.1 million jobs lost – mainly in sectors of services, processing 
industry, and construction. In the first months of 2009, the unemployment rate 
marked an increase of 7.6%, compared to 4.9 percent one year before. Similar 
properties of recession were seen also in the EU, where the unemployment rate 
by the end of 2008 was increased to eight percent, in comparison to 6.8% which 
was recorded one year earlier. Unemployment rates continued growing also in 
the first months of 2009, and this trend was expected to continue to 2010. Some 
estimates have suggested that the unemployment rate by the end of 2010 is 
expected to get to 9.5 percent in the USA and 10.2 percent in the EU, and that 


















In a document called “Global Economic Forecast, Crisis and Recovery” of 
April 2009, the International Monetary Fund had stated that the world’s 
economic growth rate for 2009 is expected to be negative, at a rate of 1.3 
percent. Developed economies will shrink for 3.8 percent (for the first time 
since the WWII), while economies in developing countries will only grow for 
1.6 percent. Under the influence of measures for facilitating financing, and 
support provided by incentive monetary and fiscal policies, the global economy 
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is expected to begin a gradual recovery in 2010, when the economic growth is 

























                                               
35 Financial Stability Report of the National Bank of Albania, http://www.bankofalbania 
.org/web/Raporti_i_Stabilitetit_Financiar_2008_5462_1.php 
Source: Bank of Albania 
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The most recent financial crisis proclaims a vicious range of economic 
problems, where it has been proven with the above that unemployment in 
harmony with inflation record a growth trend, the economic recession is also a 
problem which derives as a result of these two factors. Any tendency of 
changing strategy consists in the creation of new problems and their 
management manners, based on potential capacities possessed by a country or 
a state. 
Industrialized states have some advantage in overcoming the crisis, when 
compared with countries in transition, due to the fact that industrialized states 
possess a stronger financial and technological capacity. The USA is a leader of 
global processes, which consists in creating an order based on a capitalist spirit, 
or a free market economy, guiding processes towards economic development. 
In this context, a strong role is played by human resources, which use the 
technology possessed. Another property of the global financial crisis is 
migration of populations from the Asian countries towards Western countries, 
an example being the case of Indians and their role in development of 
information technology. Further, investments by multi-national corporations in 
countries such as China and India due to a high population mass and cheap 
labour in these countries, all these factors have a positive impact for countries 
like China and India, due to the reduction of unemployment rates as a result of 
investment. If one stops and analyses the crisis in countries in transition, the 
problem comes in another field, and as such, it demands a multi-faceted 
approach, by taking into account social, economic, technological and political 
factors, and creation of a financial system where corruptive affairs must be 
small in comparison to those these countries are facing. A result of these 
negative phenomena, we have a reflection onto the growth of unemployment 
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